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Students’ Department
Edited

by

H. A. Finney

ANALYSIS OF THE REVENUE STATEMENT
This department has been requested to discuss the analysis of the profit-andloss statement. The following condensed statements, or summaries, will be
used as the basis of the illustrations in the discussion:
1920
1921
1922
1923
Net sales............................................. $190,000 $180,000 $215,000 $200,000
112,100 102,600 133,300 120,000
Cost of goods sold.............................

Gross profit on sales.........................
Selling expenses.................................

77,900
28,000

77,400
35,000

81,700
32,000

80,000
30,000

Net profit on sales............................
General expenses...............................

49,900
28,000

42,400
26,000

49,700
30,000

50,000
25,000

Net profit on operations..................

$21,900

$16,400

$19,700

$25,000

The analysis naturally, and obviously, begins with a comparative profit-andloss statement. The statements for the year under review and the next pre
ceding year may appear in this comparative statement, or the statements for
a number of years may be given. If the statement contains the figures for
two years only, it may be set up as follows:

Name of Company
Comparative profit-and-loss statement for the two years ended
December 31, 1923
Increase
1922 Decrease*
1923
Net sales..............
$190,000 $180,000 $10,000
Cost of goods sold
112,100 102,600
9,500
Gross profit on sales
Selling expenses. . ..

77,900
28,000

77,400
35,ooo

500
7,000*

Net profit on sales
General expenses.

49,900
28,000

42,400
26,000

7,500
2,000

$21,900

$16,400

$5,500

Net profit on operations

If the comparative statement is to show the results of operations of a number
of periods, it may take the following form:
*In a typed statement, decreases are usually shown in red ink.
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77,900
28,000
49,900
28,000

$21,900

Gross profit on sales ..............................................................
Selling expenses......................................................................

Net profit on sales ..................................................................
General expenses ....................................................................

Net profit on operations .......................................................
$5,500

7,500
2,000

500
7,000*

$16,400

42,400
26,000

77,400
35,000

$3,300*

7,300*
4,000*

4,300*
3,000

1922
Increase
Decrease*
Decrease*
From 1922 Amount From 1921
$10,000
$180,000 $35,000*
9,500
102,600 30,700*

Increase

$19,700

49,700
30,000

81,700
32,000

$5,300*

300*
5,000

1,700
2,000

$25,000

50,000
25,000

80,000
30,000

1921
1920
Increase
Decrease*
Amount From 1920
$215,000 $15,000
$200,000
133,300
13,300
120,000

467
49,900
28,000
$21,900

Net profit on sales .......................................................................................
General Expenses .........................................................................................

Net profit on operations .............................................................................

* In a typed statement, decreases are usually shown in red ink.

77,900
28,000

Gross profit on sales ...................................................................
Selling expenses............................................................................................

Amount
$190,000
112,100

Net sales ........................................................................................................
Cost of goods sold ........................................................................................

11.52%

26.26
14.74

41.00
14.74

59.00

$16,400

42,400
26,000

77,400
35,000

Ratio to
net sales Amount
100.00% $180,000

9 .11 %

23.56
14.45

43.00
19.44

$5,500 2.41%

7,500 2.70
2,000 .29

500 2.00*
7,000* 4.70*

Ratio to
Ratio to
net sales Amount net sales
100.00% $10,000
102,600 57.00
9,500 2.00%

Decrease*

The statement may also contain a percentage analysis of each year ’s statement, based on the net sales, and a column showing in
creases and decreases in per cents, as follows:
1923
1922
Increase—

$190,000
112,100

Net sales ..................................................................................
Cost of goods sold .............................................
..

Amount

1923

N ame of C ompany
Comparative statement of profit and loss for the four years ended December 31, 1923
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Comparisons may also be made in the following manner:
Amount Ratio to
1920
Net sales:
1920................................................... $200,000 100.00%
1921...................................................
215,000 107.50
1922...................................................
180,000 90.00
1923...................................................
190,000 95.00

Ratio to next
prior year
107.50%
83.72
105.56

Cost of goods sold:
1920...................................................
1921...................................................
1922...................................................
1923...................................................

$120,000 100.00%
133,300 111.08
102,600 85.50
112,100 93.42

111.08%
76.97
109.26

Gross profit on sales:
1920...................................................
1921...................................................
1922...................................................
1923...................................................

$80,000 100.00%
81,700 102.13
77,400 96.75
77,900 97.38

102.13%
94-74
100.65

Selling expenses:
1920...................................................
1921...................................................
1922...................................................
1923...................................................

$30,000 100.00%
32,000 106.67
35,000 116.67
28,000 93.33

106.67%
109.37
80.00

Net profit on sales:
1920...................................................
1921...................................................
1922...................................................
1923...................................................

$50,000 100.00%
49,700 99.40
42,400
84.80
49,900 99.80

99.40%
85.31
117.69

General expenses:
1920...................................................
1921...................................................
1922...................................................
1923...................................................

$25,000 100.00%
30,000 120.00
26,000 104.00
28,000 112.00

120.00%
86.67
107.69

Net profit on operations:
1920...................................................
1921...................................................
1922...................................................
1923...................................................

$25,000 100.00%
19,700 118.80
16,400 65.60
21,900 87.60

118.80%
83.76
133.54

This statement shows the general trend of each element of the statement over
the four year period. For instance, the trend of sales is represented by the
rates: 100%, 107.5%, 90% and 95%. The statement also shows annual
variations from the figures of the preceding years. For instance, the sales
increased 7.5% in 1921, decreased 16.28% in 1922, and increased 5.56% in
1923.
It may also be desirable to make a comparative statement of the selling
expenses and of the general expenses, showing increases and decreases, ratios
to sales, increases and decreases in ratios to sales, and per cents of increase and
decrease. The following table is illustrative:
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Comparison of Selling Expenses
For the two years ended December 31, 1923
Increase-Decrease Per cent
1923
1922
Ratio to of increase
Ratio to
Ratio to
Amount
net sales
or
Amount net sales Amount net sales
decrease
Advertising.........................
$9,000 4.74% $11,000 6.11% $2,000* 1.37%* 18.18%*

Salesmen’s salaries.............
Salesmen’s expenses...........

10,000 5.26
9,000 4.74

10,000 5.55
14,000 7.78

............ 29*
5,000* 3.04*

$28,000 14.74% $35,000 19.44% $7,000* 4.70%*

........
35.71*

20.00*

The rate of income on capital stock may be shown as follows:
1922 Increase
Net profit on operations......................................... $21,900 $16,400 $5,500
Profits required to pay 7% dividends on $100,000
7,000
of non-participating preferred stock.................
7,000

Profits remaining as income on $75,000 of com
mon stock......................................................... $14,900

$9,400

$5,500

Rate of income on common stock........................

19.87% 12.53% 7.34%
The turnover of merchandise is a significant factor. For purposes of illustra
tion assume the following additional information:
Statements of Cost of Goods Sold
1922
1921
1920
Inventory, beginning of the year.... $ 26,500 $ 22,700 $ 20,000 $ 18,600
Purchases.............................................
115,200 106,400 136,000 121,400

Total.................................................
Inventory, end of the year...............

141,700
29,600

129,100
26,500

156,000
22,700

140,000
20,000

Cost of goods sold............................... $112,100 $102,600 $133,300 $120,000
The turnover is sometimes computed by dividing the cost of sales by the
inventory at the beginning of the period, and sometimes by dividing the
cost of sales by the average of the opening and closing inventories. Both
methods are illustrated below:
Computation of Merchandise Turnovers
(Using opening inventories)
1923
1922
1921
1920
Cost of sales......................................... $112,100 $102,600 $133,300 $120,000
Inventory, beginning of the year ...
26,500
22,700
20,000
18,600
Merchandise turnover........................
4.23
4.52
6.67
6.45

Computation of Merchandise Turnovers
(Using average inventories)
1922
1921
1920
1923
Cost of sales.................. ...................... $112,100 $102,600 $133,300 $120,000

Inventories:
January 1.....................................
December 31......... .....................

$26,500
29,600

$22,700
26,500

$20,000
22,700

$18,600
20,000

Average.................. ......................

$28,050

$24,600

$21,350

$19,300

4.00

4.17

6.24

6.22

Merchandise turnover. ..............

* In a typed statement, decreases are usually shown in red ink.

469

The Journal of Accountancy
It may also be interesting to note the rates of gross and net profits on the
merchandise inventories. Either the opening inventory or the average of the
opening and closing inventories may be used for the computation.
1921
1922
1920
1923
Inventory at beginning of the year.. $26,500 $22,700 $20,000 $18,600
Gross profit for the year.................... $77,900 $77,400 $81,700 $80,000
Rate of gross profit earned on invest
ment in inventories.....................
294%
341%
409%
430%
Net profit for the year.......................
$21,900 $16,400 $19,700 $25,000
Rate of net profit earned on invest
ment in inventories.....................
82.64% 72.25%
98.5% 134.41%

Stress is laid by some accountants on the importance of the working capital
turnover, which is computed by dividing the sales by the working capital, or
net current assets. For purposes of illustration, assume the following informa
tion as to current assets and liabilities at January 1 of each of the four years:
1923
1922
1921
1920
Merchandise........................................
$26,500 $22,700 $20,000 $18,600
Accounts receivable............................
15,000
17,500
19,600 18,000
Cash......................................................
6,700
5,900
16,100
13,200

Total current assets....................
Notes and accounts payable.............

$48,200
18,200

46,100
16,100

55,700
25,700

49,800
19,800

Working capital..................................

$30,000

$30,000

$30,000

$30,000

The working capital turnover would be computed by dividing the sales for
the year by the net current assets at the beginning of the year, as indicated
below:
1923
1922
1921
1920
Sales...................................................... $190,000 $180,000 $215,000 $200,000
Working capital..................................
30,000
30,000
30,000
30,000
Working capital turnover...................
6⅓
6
7½
6⅔

It may also be of interest to compute the rate of net profit earned on the
working capital, which would be done by dividing the net profit by the working
capital.
There is considerable doubt as to whether the working capital, or net current
assets, is as logical a basis as the gross current assets for either the computation
of the turnover or the rate of income. The figures in the foregoing statement of
current assets and current liabilities were purposely chosen in order to produce
the same working capital each year. And yet it will be noted that there is
considerable variation in the annual totals of current assets.
It would seem that the important question is, what is the total of the current
assets which are in the round from merchandise to accounts receivable to cash,
and which are required for the production of the operating profit. If each of
two concerns has $50,000 of current assets, while one owes current liabilities of
$5,000 and the other owes current liabilities of $25,000, it appears that they are
on a common basis as to the current working assets used in their operations.
It is not particularly significant, in judging the effectiveness with which the
current assets are used, to take cognizance of the fact that one concern owes
$5,000 of current liabilities and has a working capital of $45,000, while the
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other owes current liabilities of $25,000 and has a working capital of $25,000.
Assuming that each concern makes sales of $200,000, the working capital
turnover would be computed as follows:
First
Second
concern
concern
Sales......................................................................
$200,000
$200,000
Working capital...................................................
45,000
25,000
Working capital turnover..................................
4.44
8
Although the two concerns have the same current assets and make the same
sales, the first concern is placed at a disadvantage in comparison with the
second in the showing of working capital turnover, merely because it enjoys
the more favorable condition of owing a smaller amount of current debts.
Returning to the general illustration, it will be seen that the following state
ments of gross current asset turnovers, show much more clearly the relative
effectiveness of the company’s use of its current assets than was shown by the
statement of working capital turnover.
1923
1922
1921
1920
Sales...................................................... $190,000 $180,000 $215,000 $200,000
Total current assets............................ $48,200 $46,100 $55,700 $49,800
Turnover of total current assets....
3.94 3.90
3.86
4.02

The following table illustrates another method of showing the relative
effectiveness of the investments in merchandise and current assets during
successive years:
1923
1922
1921
1920
Sales...................................................... $190,000 $180,000 $215,000 $200,000
95%
90% 107.50% 100.00%
Ratio to 1920...............................
Gross profits........................................ $112,100 $102,600 $133,300 $120,000
Ratio to 1920.............................. 93.42% 85.5% m.08% 100.00%
Merchandise, beginning of year........ $26,500 $22,700 $20,000 $18,600
Ratio to 1920............................... 147.22% 126.11% 111.11% 100.00%
Current assets, beginning of year. . . $48,200 $46,100 $55,700 $49,800
Ratio to 1920............................... 96.79% 92.57% 111.85% 100.00%
The increase or decrease in net profit may be accounted for by preparing
statements similar to the following illustrations. It will be noted that the
increase or decrease in gross profit is in each case shown to be due to two
factors, namely the change in the volume of sales and the change in the rate of
gross profit. In showing the amount of the change resulting from the increase
or decrease in sales, it is assumed that if the rate of gross profit had remained
the same in the later year, the additional sales would have produced additional
gross profits equal to the product obtained by multiplying the increase in sales
by the rate of gross profit of the preceding year; or if the sales decreased it is
assumed that if the rate of gross profit had remained unchanged the gross
profit would have been reduced by an amount equal to the product of the
decrease in sales and the prior year’s rate. But if the rate of gross profit has
increased or decreased, this change in rate affects the whole volume of business,
and increases or decreases the gross profit by an amount computed by multiply
ing the total sales for the later year by the increase or decrease in the rates.
The following statements illustrate a variety of different conditions which
may be met in preparing the statement, accounting for the variation in ten
profits.
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Name of Company
Statement accounting for variation in net profit, 1923-1922
ease in gross profit:
Due to change in amount of sales:

1922 sales................................................................

180,000

Increase in sales....................................................
Multiply by rate of gross profit earned in 1922..

10,000
43%

Due to change in rate of gross profit:
Rate in 1922......................................................
Rate in 1923..........................................................
Decrease in rate....................................................
Multiply by sales of 1923....................................

$4,300

43%
41
2%
$190,000

Net increase in gross profit......................................
Change in selling expenses:
1922.....................................................................
$35,000
1923.............................................................................
28,000

3,800*
500

7,000

Decrease......................................................................

Increase in net profit on sales.........................................
Change in general expenses:
1923.....................................................................
$28,000
1922.............................................................................
26,000

7,500

2,000

Increase...................................................................
Increase in net profit on operations...............................

$5,500

Name of Company
Statement accounting for variation in net profit, 1922-1921
Decrease in gross profit:
Due to change in amount of sales:
1921.............................................................
$215,000
1922.....................................................................
180,000

Decrease in sales...............................................
Multiplybyrateof gross profit earned in 1921

Due to change in rate of gross profit:
Rate in 1922..............................................
Rate in 1921......................................................
Increase in rate..................................................
Multiply by sales of 1922................................

Net decrease in gross profit.....................................
Change in selling expenses:
1922.............................................................................
1921.............................................................................
Increase......................................................................

Decrease in net profit on sales........................................
* In a typed statement, decreases are usually shown in red ink.
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35,000

38%$13,300*

43%
38%
5%
$180,000

9,000
4,300*

$35,000
32,000

3,000
7,300*

Students' Department
Change in general expenses:
1921.............................................................................
1922.............................................................................

$30,000
26,000

Decrease......................................................................
Decrease in net profit on operations..............................

4,000
$3,300*

Name of Company
Statement accounting for variation in net profit, 1921-1920
Increase in gross profit:
Due to change in amount of sales:
1921.............................................................
$215,000
1920.....................................................................
200,000
Increase in sales.................................................
Multiply by rate of gross profit earned in 1920

Due to change in rate of gross profit:
Rate in 1920...............................................
Rate in 1921.......................................................
Decrease in rate.................................................
Multiply by sales of 1921................................

15,000
40%

$6,000

40%
38%

2%
$215,000

4,300*

Net increase in gross profit......................................
Change in selling expenses:
1921.....................................................................
$32,000
1920.............................................................................
30,000

1,700

Increase.......................................................................
Decrease in net profit on sales........................................
Change in general expenses:
1921.............................................................................
1920.............................................................................

2,000
300*
$30,000
25,000

5,000
$5,300

Increase.......................................................................
Decrease in net profit on operations..............................

The statements for several years may be combined, thus showing trends and
variations during a considerable period of time.

Name of Company
Statement accounting for variation in profits, 1920-1921-1922-1923
1922—1921

1923-1922

Increase (decrease*) in gross profit
Due to change in amount of sales:
Current year.....................
$190,000
Prior year..........................
180,000

Increase (decrease*).................
Multiply by rate of gross profit
earned in prior year.........
Due to change in rate of gross
profit:
Rate in current year...............
Rate in prior year....................

10,000

1921-1920

$180,000
215,000

$215,000
200,000

35,000*

15,000

38%
_
40%
$6,000
$4,300 ------------ $13,300*------------

43%

38%
40%

41%
43%

43%
38%

Increase (decrease*) in rate ..
2%*
Multiply by sales of current
year....................................
$190,000

5%

2%*

3,800* $180,000

9,000 $215,000

4,300*

4,300*

1,700

Increase (decrease*) in gross profit
500
* In a typed statement, decreases are usually shown in red ink.
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Change In selling expenses:
Current year............................. $28,000
Prioryear......................................
35,ooo

$35,000
32,000

3,000

7,000*

Increase (decrease*)....................
Increase (decrease*) in net profit
on sales.................... . ...............
Change in general expenses:
Current year............................. $28,000
Prior year......................................
26,000

$32,000
30,000

7,300*

7,500

300*

$30,000
25,000

$26,000
30,000

2,000

4,000*

Increase (decrease*) in net profit
$5,500
on operations............................

$3,300*

Increase (decrease*)

2,000

5,000
$5,300*

Appraisals
This department would like to publish a symposium on the questions which
arise in regard to appraisals. What are the advantages and disadvantages
of taking up the values shown by the appraisal? If the asset accounts are
adjusted to the appraisal, should the depreciation reserve accounts also be
adjusted? Should the excess of appraised value over book value, assuming
that there is an excess, be credited to surplus, capital surplus, or a reserve?
Is such increase available for cash dividends? Is it available for stock divi
dends? Should depreciation be computed on the original cost or on the
appraised value? How should retirements be recorded under various condi
tions (e. g., if the increase has been credited to surplus or to a reserve, and if
depreciation has been computed on appraised value or on cost)? If deprecia
tion is computed on appraised value, what is the best method of recording the
so-called realized appreciation?
If the readers of this department have ideas to express on any or all of these
questions, the editor will welcome them. Please address communications to
the editor at 604 Harris Trust building, Chicago. Letters or articles of value
will be published over the signature of the author.

Thomas Cullen Roberts

Thomas Cullen Roberts, member of the American Institute of Accountants,
died at Hoboken, New Jersey, on April 5,1924. To everyone familiar with the
history of accountancy in this country Mr. Roberts’ name was almost a house
hold word. He was one of the participants in the activities of the early days of
the profession and his work for accountancy is well known. He was for some
years secretary of the American Association of Public Accountants, the prede
cessor of the institute. He was a certified public accountant under the laws of
New Jersey and New York.
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